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Thomas L. Mum aw
Senior Attorney
(602)250-2052
Direct Line

Kristin K. Mayes, Chairman
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Dear Chairman Mayes:

In your letter dated August 5th, you requested that additional issues be discussed
and exhibits presented, primarily by APS but also by. other parties, at the evidentiary
hearing scheduled to begin on August 19, 2009. APS will be in a position to address these
issues and intends to do so at the outset of the evidentiary process. In advance of such
testimony, APS would also like to at least partially respond in this letter to two of your
specific requests regarding Schedule 3 and the Saguaro incident. A subsequent letter will
address the subject of demand response, which is also referenced in your August 5m
letter.

Your letter references a statement made in the Company's letter dated
June 25, 2009 wherein APS indicated that there was eventually a "Cross-over" point at
which benefits of revenue treatment in a particular APS rate proceeding would have been
less than the cumulative impact of continued CIAC treatment. Although APS will be
prepared to also discuss this at the hearing, the Company would like to reference its letter
dated December 20, 2007, a copy of which is attached for your convenience. As indicated
in that letter, even under highly conservative assumptions, revenue treatment provides a
much larger and more immediate benefit - producing a net reduction of revenue
requirements paid by APS customers in each year for at least 12 years. And there is a
significant present value savings to APS customers over the typical 30-year life of the
distribution facilities covered by Schedule 3. In any case, there is no doubt that the
revenue treatment benefits customers to a greater degree than CMC during difficult
economic times by reducing the size of the base rate increase.

Re:

Long-Term Impact of Revenue Treatment of Schedule 3 Proceeds
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Incident at Saguaro

You have requested that the Arizona Division of Occupational Safety and Health
("ADOSH") report be provided to all Commissioners and presented as an exhibit in this
proceeding. You have also requested the results of any internal APS review of this
matter. Finally, you have requested a listing of previous ADOSH citations against the
Company during the past five years and their resolution.

APS has previously provided your office with the ADOSH citations relative to the
accident at Saguaro in late 2008 and is, with this letter, providing additional copies for
the Commission, Commission Staff and the parties. APS does not believe that the
citations are valid and has tiled a formal Notice of Contest, which is also attached,
challenging all live of the citations. The Company anticipates an initial meeting with
ADOSH regarding the Notice of Contest in the next few weeks.

In addition to the ADOSH citations, APS is providing you, the other
Commissioners, the Chief Administrative Law Judge, and Commission Staff with the
ADOSH file materials from the ADOSH investigation. APS's own internal review was
conducted by and under the direction of APS counsel, and as such is protected from
disclosure by the attorney-client privilege. Safeguarding that privilege is critical to
fostering the rigorous, open, and candid post-event review that is necessary to fully
understand and lead from the facts in an effort to improve safety measures going
forward. For that reason, APS does not provide privileged internal reviews of work-
related accidents to any agency, including ADOSH. That said, safety is a primary focus
and value at APS. Although the Company is constrained from providing the specific
information requested, it will obviously cooperate in any Commission review of this
incident and has already been in contact with Commission Staff in such respect.

With respect to your final request, in the past five years, APS has received two
other OSHA citations, APS received one "Other Than Serious" citation from Federal
OSHA in April 2009 for a record-keeping violation resulting from the failure to retain the
original 2007 OSHA 300A log, which is an annual summary of OSHA recordables at a
site. The original 2007 posted log had been correctly filled out and signed, but the
electronically retained copy in the company's electronic tile was not signed and did not
identify the establishment name. OSHA standards require companies to retain the
original signed copy of the 300A log for five years. In April 2005, ADOSH issued a
citation for an employee failing to use a body harness in a bucket truck. The citation was
not the result of an injury but rather occurred during an inspection. APS took prompt
corrective action to remediate both citations to the satisfaction of state and federal
authorities.
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APS looks forward to discussing the other issues identified in your August 5th
letter during the upcoming hearing.

Sincerely,
/
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Thomas L. Mum aw
Attorney for Arizona Public Service Company

TLM/na
Enclosures

CC: Commissioner Gary Pierce
Commissioner Paul Newman
Commissioner Sandra D. Kennedy
Commissioner Bob Stump
Ernest Johnson
Steve Olea
Janice Alward
Lyn Farmer
Parties of Record
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Copies of the foregoing emailed or mailed
This_13th day of August 2009 to:

Tina Gamble
RUCO
1110 West Washington, Suite 220
Phoenix, AZ 85007
tgamb1e@azruco.gov

Ernest G. Johnson
Executive Director, Utilities Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, AZ 85007
ejohnson@cc.state.az.us

C. Webb Crockett
Fennemore Craig
3003 North Central, Suite 2600
Phoenix, AZ 85012-2913
wcrocket@fc1aw.comMaureen Scott

Legal Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, AZ 85007
mscott@azcc.gov

Kevin Higgins
Energy Strategies, LLC
215 South State Street, Suite 200
Salt Lake City, UT 84111
khiggins@energystrat.com

Janet Wagner
Legal Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, AZ 85007
jwagner@azcc.gov

Michael L. Kurtz
Boehm, Kurt & Lowry
36 East Seventh Street, Suite 2110
Cincinnati, OH 45202
mkurtz@BKL1awfirm.com

Terri Ford
Utilities Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, AZ 85007
tford@azcc.gov

Kurt J. Boehm
Boehm, Kurt & Lowry
36 East Seventh Street, Suite 2110
Cincinnati, OH 45202
kboehm@BKL1awfirm.com

Barbara Keene
Utilities Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, AZ 85007
bKeene@cc.state.az.us

The Kroger Company
Dennis George
Attn: Corporate Energy Manager (G09)
1014 Vine Street
Cincinnati, OH 45202
dgeorge@kroger.com

Daniel Pozefsky
Chief Counsel
RUCO
1110 West Washington, Suite 220
Phoenix, AZ 85007
dpozefsky@azr'uco.gov

Stephen J . Baron
J. Kennedy & Associates
570 Colonial Park Drive
Suite 305
Roswell, GA 30075
sbaron@jkenn.co1n

William A. Rigsby
RUCO
1110 West Washington, Suite 220
Phoenix, AZ 85007
brigsby@azruco.gov

Theodore Roberts
Sempra Energy Law Department
101 Ash Street, H Q 3D
San Diego, CA 92101-3017
TRoberts@sempra.com

Lawrence V. Robertson, Jr.
2247 E. Frontage Road
Tubae, AZ 85646
tubaclawyer@ao1.com
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Michael A. Curtis
501 East Thomas Road
Phoenix, AZ 85012
mcu1tis401 @aoLcom

Jeffrey J. Wooer
K.R. Saline & Assoc., PLC
160 N. Pasadena, Suite 101
Mesa, AZ 85201
jjw@krsa1ine.com

William P. Sullivan
501 East Thomas Road
Phoenix, AZ 85012
wsullivan@cgsuslaw.com

Scott Carty
General Counsel the Hopi Tribe
P.O. BOX 123
Kykotsmovi, AZ 86039
Scanty0856@ao1.comLarry K. Udall

501 East Thomas Road
Phoenix, AZ 85012
1udal1@cgsus1aw.com

Cynthia Zwick
1940 E. Luke Ave
Phoenix, AZ 85016
czwick@azcaa.orgMichael Grant

Gallagher & Kennedy, P.A.
2575 East Camelback Road
Phoenix, AZ 85016
MMG@gknet.com

Nicholas J.  Roch
349 North 4 Ave
Phoenix, AZ 85003
nick@lubinandenoch.com

Gary Yaquinto
Arizona Investment Council
2100 North Central, Suite 210
Phoenix, AZ 85004
gyaquinto@arizonaic.org

Karen S. White, Esq
Air Force Utility Litigation &
Negotiation Team
AFLOAT/JACL-ULT
139 Barnes Drive
Tyndall AFB, FL 32403
karen.white@tyndall.af.mil

David Berry
Western Resource Advocates
P.O. BOX 1064
Scottsdale, AZ 85252-1064
azb1uhi11@aoLcom

Douglas V. Font
Law Offices of Douglas V. Font
3655 W. Anthem Dr.
Suite A-109 PMB 411
Anthem, AZ 85086
dfantlaw@earthlink.net

Tim Hogan
Arizona Center for Law in the Public Interest
202 East McDowell Road
Suite 153
Phoenix, AZ 85004
tho,gan@ac1pi.org

Barbara Wyllie-Pecora
27458 n. 129'*' Drive
Peoria, AZ 85383
bwylliepecora@yahoo.comJeff Schlegel

SWEEP Arizona Representative
1167 W. Samalayuca Dr.
Tucson, AZ 85704-3224
sch1e,gelj@ao1.com

Carlo Dal Monte
Catalyst Paper Corporation
65 Front Street, Sulte 201
Nanaimo, BC V9R 5H9
Carlo.da1monte@catalystpaper.comJay I. Modes

MOYES, SELLERS, & SIMS
1850 North Central Avenue, Suite 1100
Phoenix, AZ 85004
ji1noyes@1aw1ns.com

Steve Morrison
SCA Tissue North America
14005 West Old Hwy 66
Bellemont, AZ 86015
steve.morrison@sca.com
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D ecem ber  20 ,  2007

AZ CORP COMM
Director Utilities

Chairman Mike Gleason
Commissioner William Mundell
Commissioner Jeff Hatch-Miller
Commissioner Kristin K. Mayes
Commissioner Gary Pierce
ARIZONA CORPORATION COMMISSION
1200 West Washington
Phoenix, Arizona 85007

R e : A r i zona  Pub l i c  Se rv i ce  C om pany  G enera l  R a t e  C ase ,  D ocke t  N os .  E -01345A-05 -0816 ,
E -0 1 3 4 5 A -0 5 -0 8 2 6 ,  E -0 1 3 4 5 A -0 5 -0 8 2 7 ,  C o m m i s s i o n e r  M a y e s '  L e t t e r s  o f
Novem ber  28 ,  2007  and  Decem ber  10 ,  2007 ,  and  Com m i ss i oner  P i e rce ' s  Le t t e r  o f
Decem ber  10 ,  2007 .

D ear  C om m i ss i one rs :

A r i z o n a  P u b l i c  S e r v i c e  C o m p a n y  ( " A P S "  o r  " C o m p a n y " )  i s  p l e a s e d  t o  r e s p o n d  t o  t h e  l e t t e r s
r e c e i v e d  i n  t h i s  d o c k e t  f r o m  C o m m i s s i o n e r s  M a y e s  a n d  P i e r c e  r e l a t e d  t o  t h e  C o m p a n y ' s  p e n d i n g
reques t  t o  account  f o r  f ees  rece i ved  under  i t s  rev i sed  Schedu le  3  as  M i sce l l aneous  Serv i ce  Revenues.
A s  t h e  C o m m i s s i o n  i s  a w a r e ,  t h e  C o m p a n y ' s  r e q u e s t e d  r e v e n u e  t r e a t m e n t  i s  t h e  s o l e  d i f f e r e n c e
bet ween t he  Schedu le  3  p roposed  by  APS on  Oct ober  24 ,  2007  ( i n  response  t o  t he  d i rec t i ve  con t a i ned
i n  Dec i s i on  No.  69663)  and  t ha t recom m ended  by C o m m i s s i o n S t a f f i n  i t s  M em orandum  and  P roposed
O rd e r  o f  N o v e m b e r  2 ,  2 0 0 7 . 1  k n p o r t a n t l y ,  w h i l e  l i n e  e x t e n s i o n  a p p l i c a n t s  w i l l  p a y t he  sam e a m o u n t
f o r  se rv i ce  ex t ens i on  under  bo t h  ve rs i ons  o f  Schedu l e  3 ,  t rea t i ng  t hose  f ees  as  revenue  com pared  t o
c o n t r i b u t i o n s - i n - a i d  o f  c o n s t r u c t i o n  ( " C I A C " )  h a s  s i g n i f i c a n t  b e n e f i t s  t o  t h e  C o m p a n y  a n d  i t s
cus t om ers  i n  bo t h  t he  i m m ed i a t e  f u t u re  and  i n  t he  l ong  run -bene f i t s  no t  ava i l ab l e  i f  t he  C om m i ss i on
orders CIAC t reatment  o f  t hese proceeds.

1 Staff submitted a revised Memorandum and Recommended Order on November 15, 2007, but such revision dealt with the
transition plan for Schedule 3 and did not affect the issue before the Commission or the substance of Commissioner Mayes'
November 28 letter.

APS • APS Energy Services • SunCor • El Dorado » Pinnacle West Marketing & Trading. Co.. LLC

Law Department, 400 North Fmh Street, Mail Station 8695, Phoenix, AZ 85004-3992
Phone: (602) 250-2052 Facsimile (602) 250-3393

E-mail: Thomas.Mumaw@ pinnaclewest.com
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The Company's proposed accounting treaUnent for Schedule 3 fees will benefit the Company's
customers in at least four important ways:

It will provide a significantly larger shield to customers against both the size and
frequency of future general base rate increases than would treatment of the
equivalent dollars as CIAC.

It will require growdi to assume a greater responsibility for paying the Company's
increasing cost of providing electric service compared to the Staff proposal.

It will improve the Company's financial condition without increasing base rates
for electric service.

2.

By improving APS's financial condition, it will permit the Company to more
easily and economically finance the costs of providing service, including the
capital costs associated with new construction-tangible benefits that will
ultimately accrue to the benefit of our customers.

There is thus little question that APS's proposed revenue treatment better serves the clear
intent of Decision No. 69663 to use Schedule 3 fees to "shift the burden of rising distribution
infrastructure costs away from the current customer base to growth" far better than does CIAC
treatment. [Decision No. 69663 at 97.] APS provided an analysis of these issues in its October 24
filing and has also given additional detailed analyses to Stair and the Residential Utility Consumer
Office ("RUCO"). Below, the Company will expand upon these points in response to the following
requests made in the correspondence from Commissioners Mayes and Pierce.

A. Provide a comprehensive analysis of APS's proposal for treating the Schedule 3 proceeds
as revenue.

APS would note initially that this letter, in addition to die Company's other submissions on this
matter, collectively provide a thorough analysis of APS's proposal for treating the Schedule 3
proceeds as revenue. In that regard, this letter should be read in conjunction with the information that
APS provided in the October 24 filing and the APS Exceptions dated November 19, 2007. That being
said, APS will take this opportunity to address some potential concerns that may be raised by Staff or
other parties.

First, there is no accounting or other rule that would prevent the Commission Nom authorizing
the Company's proposed revenue treatment in this docket. APS rates were just recently established by
Decision No. 69663 after a long and exhaustive general rate case proceeding-a proceeding that fully
complied with any conceivably arguable Arizona procedural requirement, including an unequivocal
and express finding of fair value rate base. That Decision explicitly directed changes to Schedule 3
that significantly increased the fees charged by APS to new electric service applicants. APS is not
seeking to change those results in even the slightest degree. To the contrary, its proposed revenue
treatment of those fees meets the Comlnission's intent to shift the burden of rising costs to growth far

In

3.

4.

1.

APS APS Energ Services - Pinnacle West Energy » SunCor » El Dorado

Law Department, 400 North Fifth Street, Mail Station 8695, Phoenix, AZ 85004-3992
Phone: (602)250-2052 - Facsimile (502)250-3393 - E-mail: Thomas.Mumaw@pinnadewest.com
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better than Staffs proposed treatment. Thus, APS seeks no increase in Schedule 3 or any other
charges that are in excess of those already established by Decision No. 69663 .

While some have questioned whether this docket is the appropriate venue to resolve the issue
of what accounting treatment should be afforded Schedule 3 fees, the Company believes that this is
precisely the right proceeding in which to do so. First, as discussed above, the amount of proceeds
that Schedule 3 wi l l  generate does not change whether treated as CIAC or revenue, and the
Commission expressly considered and approved changes to Schedule 3 in Decision No. 69663.
Second, far from requiring one type of accounting treatment or another, Decision No. 69663 is silent
on the issue, leaving open the question of whether those funds should be characterized as CIAC,
revenue, or some combination of the two.2 But while the required accounting treatment was left
unclear, the Commission was not ambiguous about its intent with respect to Schedule 3 funds, which
Decision No. 69663 makes plain was to "shift the burden of rising distribution infrastructure costs
away from the current customer base to growth." [Decision No. 69663 at 97.] As demonstrated in
detail herein, there is no question that the Company's proposed revenue treatment achieves that intent
far better than the alternative CIAC treatment, both immediately and in the long run. Moreover, as
described below, no matter whether Schedule 3 fees are characterized as CIAC or revenue, the
Company wil l  not earn the al lowed return on equity that was exhaustively l i t igated and f inally
approved in the recent APS rate case.

The Company's analysis also highlights exactly why prompt determination of this issue in this
proceeding is critical to both customers and the Company. The distinction in treating Schedule 3 fees
as revenue versus CIAC is one that has important impacts on both the Company's FFO/Debt ratio and
its earnings. As shown in the attached Exhibit A, under the CIAC approach, the Company's FPO/Debt
ratio (a calculation discussed extensively during the rate case and other APS proceedings) hovers at
18.1% in 2008--dangerously close to the 18% FFO/Debt threshold for non-investment grade-and
will fall to 17% in 2009 and 16.4% in 2010 respectively absent additional base rate relief On the
other hand, if treated as revenue, the level of Schedule 3 fees ordered in Decision No. 69663 will
improve the Company's f inancial health and should preserve (for the time being) the Company's
financial metrics within the BBB investment grade (though on the low end of the 18% to 28% scale).

The Company's jurisdictions returns on equity ("ROE") also suffer under the CIAC approach
compared to the Company's revenue proposal. As Exhibit A also shows, under the CIAC approach,
absent rate relief, the Company's ROE rests at just 7.3% in 2008 and falls to less than 6% or under by
2010. The revenue treatment increases the Company's earnings, allowing APS to earn a ROE in the
neighborhood of 8-9% between 2008 and 2010 depending on the state of the housing market, but still
well below the 10.75% ROE found reasonable in Decision No. 69663. In fact, the Company's
prob ected jurisdictional ROEs under both options are below the ROE recommendation of every party
to the rate case having such a recommendation. This analysis fully takes into account the impact of
the income tax liability caused by the Schedule 3 revenue treatment.

2 As noted 'm the Company's Exceptions, Schedule 3 proceedsprior to Decision No. 69663 were variously recorded as
CIAC, advances-in-aid, or revenue, depending on the specific provisions of that service schedule.

APS » APS Energy Services - Pinnacle West Energy SunCor - EI Dorado

Law Department, 400 North Fifth Street. Mail Station 8695, Phoenix, AZ 85004-3992
Phone: (602) 250-2052 - Facsimile (602) 250-3393 - E-mail: Thomas.Mumaw@pinnaclewest.com
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Given the Company's deteriorating f inancial condition, it is thus clear that, without prompt
resolution of this matter i n favor of the revenue approach, APS will have no choice but to tile another
rate case. Delaying resolution of this APS-specific issue to the generic hook-up fee docket (as RUCO
has suggested) would be inappropriate and would negate the instant benefit that customers will see if
the Commission takes this opportunity to mitigate the level of rate increases going forward. In fact,
the benefit to customers from either the revenue or CIAC treatment of Schedule fees is reduced every
day that approval of Schedule 3 is delayed

In short, the Company's proposal is entirely consistent with the Commission's stated intent for
Schedule 3, produces no greater charges than what Decision No. 69663 would permit, and results in a
jurisdictional ROE still significantly below the 10.75% ROE authorized in this docket. As explained
below, these analyses suggest that customers will benefit from this treatment not just in the near tern,
but over a thirty year time horizon, using the same present value analysis routinely used in the
Company's planning process.

B. How will APS and its customers be affected by treating Schedule 3 proceeds as revenue
versus CIAC? What are the positive and negative impacts to APS and its customers
associated with the two options?

There is simply no question that APS's proposed revenue treatment renders significant benefits
to both customers and APS compared to CIAC in body the short term and for many years to come.
APS previously discussed the impact of its proposal (versus that of Staff) on APS earnings. But the
proposed revenue treatment of Schedule 3 fees also improves the Company's credit metrics and, thus,
its borrowing capacity. Attached as Exhibit B is an analysis of the relative impact of each proposal
(revenue versus CIAC) on APS's FFO/Debt ratio and also the impact of changes in that ratio on the
Company's abil i ty to f inance new uti l i ty infrastructure. importantly, the income tax impact of
increasing Schedule 3 fees (discussed at length during the proceedings in this docket) remains the
same irrespective of the accounting treatment of those funds. Nevertheless, as Exhibit B clearly
shows, the Company's financial condition and its ability to carry out its public service obligations are
enhanced by revenue treatment ire comparison to CIAC .

Customers also benefit iron the Company's proposal compared to CIAC, both in the
near term and for decades to come. Attached as Exhibit C are both a 10 year and a 30 year analysis of
these two options (the latter of which is the approximate average life of new distribution plant while

APS -APS Energy Services • Pinnacle West Energy . SunCor . El Dorado

Law Department, 400 North Fifth Street, Mail Station 8695, Phoenix, AZ 85004-3992
Phone: (602)250-2052 - Facsimile (602) 250-3393 - E-mail: Thomas.Mumaw@pinnaclewest.com
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the former captures over 100% of the present value impact on customers). The analysis is based on
the following key assumptions:

• The level of Schedule 3 fees, whether they are CIAC or revenue, is assumed to
escalate at 5% per year. This is a conservative estimation, considering that the
underlying cost per customer of new distribution plant is estimated to increase 4%
and new customers are estimated to increase by roughly 3% per year--with a
combined ef fect more in the 7% range. The higher the rate of  increase in
Schedule 3 fees, the more advantageous to APS customers is the revenue
treatment.

Rates are assumed to be reset every three years with no lag between the test
period Md the new rates-both highly conservative assumptions given the length
of past APS rate proceedings and the degree of himoric regulatory lag. Because
APS customers only receive the rate base benefit of CIAC otter a rate case, less
&sequent rate proceedings and more extensive regulatory lag would again make
revenue treatment more advantageous to APS customers than shown on Exhibit
c .

APS's allowed return is held constant throughout the 10 and 30 year periods.
Higher allowed returns by the Commission would make the CIAC option, if one
looked solely at the Schedule 3 dollars instead of the Company's total rate base,
marginally more attractive. But the higher return, when applied to all APS rate
base, would dwarf the Schedule 3 stand-alone impact and create substantially
higher overall revenue requirements.

What are the conclusions that can be drawn from these analyses? First, revenue treatment is
advantageous to APS customers during every year of the 10 year analysis, producing a present value
benefit of some $380 to $440 million, depending on the discount rate used and assuming Schedule 3
fees of $100 million annually. Second, although in the 30 year analysis there is eventually a "cross-
over" point in which CIAC treatment becomes more advantageous on a subsequent year-to-year basis
(that is, an individual year in which the benefits of the revenue treatment are surpassed by those of
CIAC), that point is at least some 13 years &om now and depends on the Company's rate of growth,
rate of inf lation, and how often base rates are reset. Moreover, there is stil l a relative (to CIAC)
present value benefit of $250 to $300 million, assuming $100 million of annual Schedule 3 proceeds.
And as noted above, if less conservative assumptions are used concerning the frequency of rate cases,

3 The "present value" analysis is one that looks at the amount of cash today that is equal in value to a payment or series of
payments in the future. In other words, it calculates the worth of having that cash in hand today, rather than waiting to
collect it later. The Company has computed the present value of Schedule 3 fees in two ways, both of which show
significant benefits to customers. In the first set of computations, the Company used a present value rate of 12.07%, which
is calculated based on the pre-tax cost of capital that the Commission determined was appropriate in Decision No. 69663 .
The second set of computations uses an 8% present value rate, which is the rate generally used by APS for resource
planning purposes. Either approach yields substantial present value benefits to customers for the next 30 years.

APS -APS Energy Services - Pinnacle West Energy -SucCor » EI Dorado

Law Department. 400 North Fifth Street. Mail Station 8695, Phoenix, AZ 85004-3992
Phone: (602)250-2052 - Facsimile (602) 250-3393 - E-mail: Thomas.Mumaw@pinnadewest.com
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the length of regulatory lag, and the growth rate of Schedule 3 proceeds, that cross-over year would be
pushed further out and the present value benefits to APS customers increased.

With regard to new service applicants, both options have die same upfront payment impact-
the customer will pay the same amount for a line eXtension irrespective of the Company's accounting
treatment. It should therefore not matter to such an applicant how APS categorizes the amounts paid to
APS under Schedule 3. But once a new applicant joins the ranks of APS customers, that customer will
enjoy the base rate-mitigation benefits that the revenue treatment affords, and is dias positively
affected b the Company's proposed revenue treatment while relatively disadvantaged by CIAC
treatment.

The negative impacts of CIAC are merely the converse of these positive benefits Horn revenue
treatment. CIAC results in less of a contribution to revenue requirements from growdi than does
revenue, and CIAC results in deteriorated FFO/Debt with a resultant loss of financing capacity.

c. Will the money that APS receives be sufficient to mitigate the need for future rate relief,
and if so, to what degree?

Yes, Schedule 3 fees will be sufficient to mitigate the need for future rate relief, but only if they
are characterized as revenue instead of CIAC. APS customers will not see that benefit if the proceeds
are treated as CIAC. Whenever the next rate case is filed, it will be for substantially less money under
the Company's revenue proposal because of the dollar for dollar reduction to revenue requirement,
compared to the 12 cents to the dollar value of CIAC. The exact degree to which future rate increases
will be mitigated depends on a number of factors, including the state of the housing market, the test
year used in future rate cases, the rate of growth and inflation, and other factors previously discussed in
this letter.

D. Over what time period will customers experience benefits from treating Schedule 3
proceeds as CIAC and revenue"

As previously explained in Part B, above, although the year-over-year net benefit from the
revenue approach is not perpetual, with growth, it lasts for more than a decade. Present value benefits
to APS customers from the APS proposal remain substantial under any viable set of assumptions for
the next thirty years. Just as APS and other utilities routinely evaluate resource and investment options
in terms of relative present value costs, that is also the appropriate way to examine this issue.

4 Exhibit E shows projected Schedule 3 fees by customer class.

APS - APS Energy Services • Pinnacle West Energy - SucCor EI Dorado

Law Department,400NorthFifthStreet, Mail Station B595, Phoenix, AZ 85004-3992
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E . How do Schedule 3 changes impact the Company's revenues over the next three years?

As shown by attached Exhibits A and D, assuming the Commission resolves this matter and
approves the proposed transition plan by January 1, 2008, APS estimates that it will receive a total of
$326 million in Schedule 3 fees over the next three years (using the "More Likely Scenario" for 2010).
If the housing market recovers 100% by the end of 2009 and APS customer growth returns to pre-2007
levels by then, this could add another $32 million in Schedule 3 fees. How much new revenue this
produces for APS is the decision now before the Commission. Under the Company's proposal, both
est imated rev enues and proceeds would be as indicated by Exhibi t  D. Under  the Staf f
recommendation, the new revenue to the Company would be zero even though new customers would
pay the same amount under Schedule 3.

RUCO's suggestion that revenue treatment of Schedule 3 fees might require a corresponding
decrease in the electric service rates already authorized by Decision No. 69663 is inappropriate. Not
only would this suggestion prevent APS from deferring or moderating another APS rate case, it
entirely ignores the expressed intent of the Commission's ordered Schedule 3 revisions. Decision No.
69663 fully authorizes both the new base rates that the Company now charges existing customers and
the modified Schedule 3 proceeds charged to growth. Inherent in the stated intent of the Commission
to use Schedule 3 funds to "shift the burden of rising distribution costs away from current customers to
growth" is the understanding that the Company's costs necessarily are "rising" as growth continues
and that the Schedule 3 proceeds should be used to shield existing customers from those rising costs.
Reducing the Company's approved electric service rates to "make-up" for the Schedule 3 revenue
ignores the fact that the Company's costs have risen precisely as Decision No. 69663 contemplated and
anticipated, and would result in even more dramatic under-earning of the Company's authorized ROE
than what APS is experiencing now. RUCO's suggestion would also require the Commission to re-
open the rate case in order to analyze exactly which tariffs, if any, should be reduced, and by what
amount-a result that nobody should want and that no one has requested.

F. Are there any alternatives to the Company's revenue proposal and the CIAC treatment?

Although APS strongly bel ieves that i ts proposal results in a win-win situation for both
customers and the Company, it acknowledges that alternative options may exist and is open to
discussing other possibilities. For example, one alternative could be the imposition, where feasible, of
standardized fees for extensions to each customer class (which fees would also be treated as revenue)
rather than a variable fee calculated by the estimated requirements of each individual application.5 A
uniform fee of this type would facil itate planning by future customers, ease Company and Staff
administrative burdens, lessen any possible adverse competitive impact among similar businesses, and
effectively focus on the overall Company revenue needs arising from growth rather than individual
project costs.

s For example, Schedule 3 fees charged to residential sub-developers could be set at a single flat amount, irrespective of
each such applicant's specific extension costs.

APS - APS Energy Services - Pinnacle West Energy - SucCor - El Dorado

Law Department, 400 North Fifth Street, Mail Station 8695, Phoenix, AZ 85004-3992
Phone: (602) 2s0-2052 - Facsimile (602) 250-3393 - E-mail: Thomas.Mumaw@pinnaclewest.com



December 20, 2007
Page 8

In considering alternative approaches, however, the Commission should bear in mind that the
beneficial and mitigating rate impacts of the Company's proposal (including the potential delay or
moderation of another base rate tiling) can be accomplished only through the Commission's approval
of revenue treatment at or near the amounts reflected in APS's proposal. For this reason, the Company
does not believe that an alternative where Schedule 3 proceeds are not fully reflected as revenue, such
as the alternative mentioned in Commissioner Pierce's letter of December 10, 2007, would be as
beneficial for either customers or the Company as APS's proposal. In his letter, Commissioner Pierce
posits a situation wherein APS accounts for Schedule 3 fees as revenue, but assigns them a zero cost of
capital-in other words, that APS treat Schedule 3 fees as a form of interest-free financing. Doing so,
however, has roughly the same limited benefit to cumomers as the proposed CIAC treatment, which
would not further the aim, as expressed in the letter, to "maximize the value of [Schedule 3 dollars] to
ratepayers." Moreover, a "zero cost of capital" proposal has detrimental impacts on the Company's
financial condition, compared even to the CIAC treatment.

To elaborate, when calculating APS's allowed rate of return, the Commission adds the
Company's weighted cost of debt and weighted cost of equity to determine its weighted cost of capital.
The weighted cost of capital is then multiplied to the Company's rate base in order to determine APS's
required pre-tax operating income (the number that will ultimately be used to determine the
Company's revenue reql.u°rernent, on which rates are based). Under the "zero cost" alternative, die
Company would add a third component to the weighted cost of capital calculation: the cost of debt,
the cost of equity, and a "zero cost" of Schedule 3 fees. The effect of including that zero cost
component is to lower the total weighted cost of capital, which lower amount would then be applied to
the Company's entire rate base. Under this proposal, the Company's rate base is higher (because it
includes Schedule 3 fees) but its weighted cost of capital is lower. However, this yields the same total
revenue requirement as applying a higher weighted cost of capital to a lower rate base--the CIAC
result. In other words, the Company's revenue requirement - before the Schedule 3 revenue reduction
.- is the same under both the zero cost of capital approach and the CIAC approach and thus suffers
from the same drawback.

For example, assume that the Company has a hypothetical rate base of $4,000, $100 of which is
Schedule 3 fees, and a weighted cost of capital (assuming an even 50/50 debt to equity balance with a
9% cost of debt and 11% cost of equity) of 10% (4.5% weighted cost of debt plus 5.5% weighted cost
of equity), Under the CIAC approach, the Schedule 3 fees would reduce rate base to $3,900. The
required return on the Company's remaining rate base would thus be 10% times $3,900, or $390.
Under the "zero cost" approach, the Schedule 3 fees remain in rate base, but the cost of capital would
be adjusted to include the zero cost of Schedule 3 revenues, resulting in a lower weighted cost of
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capital of just under 9.8%.6 This lower cost of capital, multiplied by the entire $4,000 rate base,
produces a required return of roughly $390-the same as if the Schedule 3 proceeds had been treated
as CIAC to begin with.

Under APS's revenue proposal, Schedule 3 fees would offset dollar for dollar APS's revenue
requirement. If APS were directed to take its proposed approach in addition to the zero cost of capital
approach, it would offset from the already reduced revenue requirement (now at CIAC levels) the total
amount of Schedule 3 fees. But general regulatory accounting principles would prevent APS from
recognizing the full value of that revenue on its income statement and would require the Company to
"write-off' as an unrecoverable loss the great majority of the revenue stream coming Hom Schedule 3
fees. In fact, for every $1 of Schedule 3 revenue collected, the Company could recognize only thirty
cents.7 By requiring the Company to allocate a set portion of its total revenue requirement to this
significantly lower-value Schedule 3 revenue stream, the proposal prevents the Company from
recovering the full amount of its legitimately incurred costs through its other rates--rates that would
allow the Company to cam a full return on each dollar invested, and not just 30 cents to the dollar.
APS is thus detrimentally affected twice by the zero cost proposal: first by requiring a reduction to a
revenue requirement that has already been reduced to CIAC levels, and second by forcing a write-off
of roughly two thirds of that revenue stream. This would clearly be an unfair result. APS would be
financially better off under the CIAC approach, where the same level of revenue requirements could be
allocated to rates that would allow the Company full recovery on its investment.

While increasing the return above zero to any figure less than the weighted cost of capital (as
calculated without regard to the Schedule 3 fees) would reduce the amount of the required write-off, it
would not eliminate the need for it altogether. The only way to avoid that result would be to reduce
the amount of that dollar's credit against APS revenue requirements to a level sufficient to avoid the
write-ofi This would be analogous to treating part of the dollar as revenue (for rate making purposes)
and part as CIAC. Although mathematically possible, this would produce significantly less customer
benefit than under the Company's proposal.

6 To break down this calculation, $100 of Schedule 3 fees (2.5% of the total rate base) would be included at 0%, and the
remaining $3,900 would be evenly split between debt (with a cost of 9%) and equity (with a cost of ii%). The adj used
weighted cost of capital would be as follows:

Debt: $l,950, 48.75% of rate base, with 9% cost, produces a weighted cost of about 4.4%.
E up : $1 ,950, 48.75% orate base, with l 1% cost, produces a weighted cost of about 5.4%.
Schedule 3: $100, 2.5% of weight base, with a cost of 0%, produces a weighted cost of0%.

Added together, the Company's weighted cost of capital is just shy of 9.8%.
7 Generally speaking, a dollar received as revenue generates income on two levels: a rate of return level and a cost-
recovery level. If the Commission required the Company to set the rate of return of Schedule 3 proceeds at zero, the
Company would be allowed under Generally Accepted Accounting Principles to recognize as revenue only the cost-
recovery element-roughly 30 cents to every dollar of Schedule 3 fees received. In other words, the Company would be
required to write off as a loss everything on that dollar except for die present value of the depreciation return over the life of
the asset. By calling the Schedule 3 fees "revenue" for the purpose of calculating revenue requirements but preventing the
Company Hom realizing the benefit of that revenue by forcing them to take a write org the "zero cost" proposal
unnecessarily impairs the Company's earnings at a time when APS's ROE is already well below authorized levels.
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As APS understands it, the concern that dies identified alternative is intended to address is that
APS's revenue proposal may somehow result in a "double-payment" by customers for plant paid for
from Schedule 3 fees. However, customers receive the full benefit of Schedule 3 fees being treated as
revenue through the dollar-for-dollar reduction to APS's revenue requirement. Moreover, APS (and
all other utilities) ha always used revenue that it receives from rates to construct new infrastructure,
and Schedule 3 revenues would be no different in this regard than revenues APS obtains Horn, say, its
E-12 (residential) or E-32 (general service) rate schedules. Thus, the Company's Schedule 3 proposal
does not result in "customer-financed infrastructure" from new customers any more than does other

plant paid for from money received from existing customers in the form of base rates. Rather, the
"estimated cost of facilities" calculation is simply a proxy for determining the amount of the "revenue
requirement" that a new customer must pay in order to be connected to the APS system, and should be
treated the same way as general base rate revenues.

# * * *

APS hopes that it has been responsive to die Commissioners' inquiries and that this information
will prove useful to the Commission in madding this important policy decision. APS is also open to
discussing these issues in greater depth at any hearing believed necessary by the Commission in this
docket as part of the Company's compliance filing. The Company continues to believe, however, that
a full traditional, evidentiary hearing is not necessary. In the end, the issue is a policy decision:
Should Schedule 3 be used to shif t the burden of rising infrastructLlre costs away ham existing
customers or not? If  the Commission bel ieves they should-as the Order indicated i t  did-the
Company's proposal undoubtedly presents the best mechanism to do so. Moreover, because prompt
resolution of this policy matter is vital to the Company's ability to defer or reduce a future rate case
asking and to maximize APS customer benefits, it is critical that any hearing be conducted on an
expedited schedule and that this matter is resolved as quickly as possible.

Please do not hesitate to contact me should you wish iiirther analysis or have any questions.

Thomas L.Mumaw

TLM/
Attachments

Ernest Johnson
Elijah Abinah
Dean Miller
Lyn A. Farmer
Christopher C. Keeley
Parties of Record

cc:
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Phone: (602) 250-2052 - Facsimile (602) 250-3393 - E-mail: Thomas.Mumaw@pinnaclewest.com

Since ely,
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Exhibit A
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Key Financial Metrics with Schedule 3 Fees as Revenue vs. CIAC

Line 2008

(S in millions)

2009

Schedule a Fees

2010
Best
Case

(2)

2010
More Likely

Case

(3)

1
2

Schedule 3 fees booked as revenue - no ACC base rate increases
Schedule 3 fees booked as CIAC - no Acc base rate increases

s
s

50
50

s
s

117
117

$
s

191
191

s
$

159
159

ACC Jurisdictional Return on Equity

3
4

Schedule 3 fees booked as revenue - no ACC base rate increases
Schedule 3 fees booked as ClAC - no ACC base rate increases

(1)
(1)

8.2%
7.3%

83%
6.7%

9.0%
6.0%

8.4%
5.8%

APS FFO to Debt (4)

5
6

Schedule 3 fees booked as revenue - no ACC base rate increases
Schedule3 fees booked as CIAC - no ACC base rate increases

(1)
(1)

19.2%
18.1%

19.5%
17.0%

20.3%
16.4%

19.9%
16.2%

(1) These assumptions do not include ACC retail base rate increases, A flow through
to retail customers of changes in FERC transmission rates is included as are
changes in the PSA

(2) Assumes complete rebound of housing market by end of 2009 and that all new meter sets will be
subject to Schedule 3.

(3) Assumes housing market continues to improve but has not fully recovered. Nso assumes that
some meter sets will continue to represent grandfathered line extensions under Staff proposed
transition plan.

(4) Under Standard and Poor's guidelines forU.S.utilities and power companies, the Company must
achieve an FFO to Debt ratio of 18% to 28% to maintain its wrTent BBB rating.



Exhibit B
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Change in FFO to Debt Ratio and Debt Borrowing Capacity
With Schedule 3 Fees Treated as Revenues vs. CIAC

(S in millions)

$50 million of Schedule 3 Fees Accounted for as Revenues:

Impact on
FFO and

Starting Debt
Point for after
Exampie Income Taxes Result

FFO 30 $ 819

(30) s 4,270Adjusted debt

FFO to debt

s 789 $

$ 4,300 $

18.3% 0.9% 19.2% (1)

(1) Debt capacity would increase $160m to achene the same 18.3% FFO to Debt ratio
that was the starting point for this example.

$50 million of Schedule 3 Fees Accounted for as CIAC:

Impact on
FFO and

Starting Debt
Point for after
Example Income Taxes Result

FFO (20) $

(30) $ 4,270

769

Adjusted debt

FFO to debt

$ 789 $

$ 4,300 $

18.3% -0.3% 18.0% (2)

ll

(2) Debt capacity would decrease $60m to achieve the same 18.3% FFO to Debt ratio
that was the starting point for this example.
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Cumulative Present Value Revenue Requirement Savings From Schedule 3 Fees
Being Treated as Revenue Versus Treated as cIAo

($ in millions)

First 10 Years First 30 Years
Discounted to present value at 12.07% (1)

Per $1 m of Schedule 3 fees $ 3.8 s 3.0

Per $50m of Schedule 3 fees $ 190.0 $ 150,0

Per $100m of Schedule 3 fees $ 380.0 $ 300.0

Per $200m of Schedule 3 fees s 760.0 $ 600.0

(2)Discounted to present value at 8%

Per $1 m of Schedule 3 fees $ 4.4 $ 2.5

Per $50m of Schedule 3 fees $ 220.0 s 125.0

Per $100m of Schedule 3 fees s 440.0 s 250.0

Per $200m of Schedule 3 fees $ 880.0 s 500.0

Assumptions' - Schedule 3 fees are collected every year
- Growth rate of 5% in fees
- Rate levels are reset every three years

The 12.07% discount rate represents the pre-tax cost of capital as ordered by Decision No. 69663.(1)

(2) The 8.00% discount rate is typically used by APS as a general planning assumption.
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Exhibit D
12/20/07

Future Revenue Requirement Increases Mitigated With Schedule 3
Fees Treated as Revenue vs. CIAC

2008

(S in millions)

2009 2010
Best
Case

2010
More

Likely Case

Projected Schedule 3 fees collected $ 50 $ 117 $ 191 s 159

FUTURE REVENUE REQUIREMENT INCREASES MITIGATED:

Schedule 3 fees as CIAC

Schedule 3 fees reducing plant in service
Deferred tax rate base adder
Rate base change from current year's fees

(50)
20

(30)

(191)
76

(115)

(159)
64

(95)

Cumulative rate base change at year end (30)

(15)

12.07%

(117)
47

(70)

(100)

(55)

12.07%

(215)

(158)

12.07%

(195)

(148)

12.07%

2 8 19 18

1 4 g 8

Average rate base change

Cost of capital with income taxes

Cost of capital savings

Book depreciation savings on lower average plant in service (1)

Property tax savings on lower end of year plant in service (2) 1 3 3

(1) Assuming 30-year book life
(2) Property taxes are based on the prior year end plant balances. Assumes effective rate of 1.5% on

change in plant in service.
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Exhibit E
12/20/07

Revenue from Proposed Schedule 3

2008 2009 2010
Best
Case

2010
More Likely

Case
Total Schedule 3 Revenue
Residential

Single
Subdivision
Multi-family

Total Residential

$9,937,777
$0

$1,314,894
$11 ,252,671

$25,295,237 $31,679,252
$5,724,003 $68,475,142
$3,320,180 $4,105,624

$34,339,420 $104,260,018

$30,150,439
$38,226,981
$3,892,624

$72,270,044

Non-Residental
Total

$38,663,218 $82,782,753 $86,871,593 $86,871,593
$49,915,889 $117,122,173 $191,131,611 $159,141,637

Average Revenue Per MeterSet
Residential

Single
Subdivision
Multi-family

Average Residential

$10,475
so

$1,273
$5,878

$10,889
$3,025
$1 .311
$5,086

s11 ,012
$3,058
$1,325
$3,675

$11,1 s7
$3,092
$1,339
$4,021

Non-Residential $15,638

$11 ,207

$16,053

$9,835

$16,204

$5,667

$16,358

$6.835Average for all customers

Assumptions:
1) Meter set counts assumes transition plan in effect, no revenue from subdivisions in 2008
2) Local facilities costs based on 2006 average costs, escalated at 4% per year
3) System facilities costs based on historical 3 yr average to mitigate the impacts of large projects

such as a large substation in one year, escalated at 4% per year



INDUSTRIAL COMMISSION 0F ARIZONA
Division of Occupational Safety and Health
p.o. BOX 19070
PHOENIX, AZ 85005
Phone' (602)542-5795 FAX: (608)542-1614
Tucson Office Phone: (520) 6284478 FAX- (520)322-3008

Pinnacle West Capital Corporation db
Arizona Public Service Company
400 n. 5th Street
Phoenix, AZ 85004

InspectionSite:
Saguaro Switchyard M/P 288 on 1-10
Red Rock, AZ 85245

*1°."° ...;. :.:.°-

An inspection at' your workplace was recently conducted in accordance with Arizona Occupational
Health Act (Title 23, Chapter 2, Article 10). The inspection revealed conditions which we believe to be in
violation of the Act. 'loc nature of the alleged violation(s) is described in the enclosed Citation(s) with reference
to applicable standards, rules and provisiats of said Act. Purthermore, you are hereby nptilied, or will soon be
notified, whether or not penalties will be proposed as a result of the cited violation(s). You must abate the
violations relicrred to in this Citation by the dates listed and pay the penalties, unless within fifteen (15) working
days (excluding weekends and legal holidays) from your receipt of this Citation and Notification of Plenalty you
notify, in writing, the Division of Occupational Safety and Health, at the address shown above, of your intent to
contest.

C1 D
s ti~n and N~tificati~n ~f Pena TY

Inspection Number:

Inspection Date(s) :
Issuance Date:

fv hnlllwe Vuwzirred on or aboza
.:.¢, ,

.
.

A9339 - 312836141

12/02/2008 -04/21/2009
05/28/2009

8¢

A4

Posting - The law requires that a copy of this Citation and Notification of Penalty be posted immediately 'm a
prominent place at or near the location of the violation(s) cited herein, or, if it is not practicable because of the
nature of your operations, where it will be readily observable by all affected employees. This Citation must remain
posted until the violation(s) cited herein has (have) been abated, or for 3 working days (excluding weekends and
legal holidays), whichever is longer. YOU MUST COMPLY WITH THESE POSTING REQUIREMENTS
EVEN IF YOU CONTEST THE CITATION. The penalty dollar amounts need not be posted and may be
marked out or covered up prior to posting.

Notification of Corrective Action: - You must certify in writing to the Division that each cited violation
has been corrected, in accordance with A.A.C.R20-5-627. This certification must be received within 10 calendar
days following the abatement date, for those items which you do not contest. For those items contested, the
certification is due immediately following any find order upholding the citation(s). The certification must contain

Citation and Notification of Penalty Page l of8 ADGSH.2(R¢v. 5/02)

nm INDUSTRIAML commlsslon COMPLIES WITH TIE MMERICANS WITH DISABILl'llIES ACT OF 1990.
DOCUMENT IN ALTERNATIVE FORMAT, CONTACT SPECIAL SERVICES AT (602)542-5991 .

IF YOU NEED THIS

To:
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the following: 1) the employer's '.. e and address, 2) the inspection number, the completion date and method
of abatement for each violation, 4) a statement that the information is accurate and, 5) a statement that all affected
employees and their representatives have been informed of the completed abatement. The Abatement Certification
Form accompanying dais notice may be used to assist with this requirement. For those items classified as serious,
willful or repeat, documentation (photos, copies of receipts, training records, etc.) demonstrating that abatement
is complete must accompany the certification. Abatement certification and documentation is not required for those
violations the inspector observed you or your representative correct during the inspection and marked as "Abated
on site" within this citation. For those violations having an abatement date of more then ninety days, abatement
plans and progress reports must be submitted to the Division if so indicated on the violation.

A follow-up inspection may be made for the purpose of ascertaining that you have posted the citation(s) as required
by the Act and corrected due alleged violations. Failure to correct an alleged violation within the abatement
period may result in further penalties of up to $7000 for each day each alleged violation has not been
corrected. Timely correction of an alleged violation does not affect the initial penalty.

Note: The Act provides that anyone who knowingly gives false information is guilty of a class 2 misdemeanor.

In formal  Conference - Before deciding weedier to tile a "Notice of Contest", you may request an informal
conference with the section supervisor to discuss the Citation and Notification of Penalty. You may use this
opportunity to:

'Obtain a better explanation of the violations cited,
'Obtain a more complete understanding of the specific standards that apply,
'Discuss ways to correct the violations ,
'Discuss problems with the abatement dates;
'Discuss problems concerning employee safety practices,
'Resolve disputed citation(s) and penalties;
'Present any evidence or views that you believe would support an adjustment to the citations and/or penalties,
'Negotiate and enter into an Informal Settlement Agreement, and
'Obtain answers to any other questions you might have.

An informal conference is not required. However, you are encouraged to take advantage of the opportunity to have
a conference if you foresee any difficulties in complying with any part of the citation. I f an 'informal conference
is held, be sure to bring with you any and all supporting documentation of existing conditions, as well as any
abatement steps taken thus far. If conditions warrant, we can enter into an Informal Settlement Agreement which
amicably resolves this matter without litigation or formal contest.

If you are considering a request for an informal conference, you must take care to schedule it early enough to allow
time to contest after the informal conference, should you decide to do so. For this reason, an informal conference
should be held within the 15 working day contest period (see following section. The running of this contest
period is not interrupted by an informal conference.

Right to Contest -You have the right to contest this Citation and Notification of Penalty pursuant to A.R.S.
Section 23-417. -You may contest all citation items or only individual items. You may also contest penalties and/or
abatement dates without contesting the underlying violations. To contest, you must notify the Director, in writing,
within 15 working days after receipt of the Citation and Notification of Penalty. Unless you inform the Director
in writing that you intend to contest the citation(s) and/or petxaltytiesi within the 15 working day period
provided. by law, the citation(s) and the pendtytiesl shall be deemed a fiimal order of the Commission and not
subject to review by any court or agency.

Citation and Notification of Penalty Page 2 of 8 ADOSH-2(Rev. 5/02)

THE INDUSTRIAL COMMISSION COMPLIES WITH THE AMERICANS WITH DISABILITIES ACT OF 1990. IF YOU NEED THIS
DOCUMENT IN ALTERNATIVE FORMAT, CONTACT SPECIAL SERVICES AT (6o2> 542-5991.
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Note: "Notify[ing] the Director' ears that ADOSH must receive your We at
close of business on the 15th working day following receipt of the citations.

.JI notice of contest prior to the

If you contest the citation(s), the abatement period specified therein does not begin to run until the date of the
Comlnission's final order in the case provided you have initiated this contest in good faith and not solely for delay
or avoidance of penalties.

Penalty Payrnent - Penalties are due within 15 working days of receipt of this notification unless contested.
Please make your check or money order payable to "Industrial Commission of Arizona" and indicate on your
remittance the Inspection Number found on Page 1 of this notification. ADOSH does not agree to any
restrictions, conditions or endorsements put on any check or money order and will cash the check or money
order as if these restrictions, conditions or endorsements do not midst.

Employer Discrimination Unlawful- The law prohibits discrimination by an employer against an employee
for filing a complaint or for exercising any rights under this Act. An employee who believes that he/she has been
discriminated against may file a complaint no later than 30 calendar days after the discrimination occurred with
the Division of Occupational Safety and Health at the address shown above.

Notice tO Employees - The law gives you or your representative the opportunity to object to any abatement

date set for a violation if you believe the date to be unreasonable. The contest must be mailed to the Division
Director, P. O. Box 19070, Phoenix, Arizona, 85005-9070 within the abatement period allowed in the citation or
within 15 working days from the date of receipt of the citation, whichever is shorter.

Additional Information - You should be aware that Federal OSHApublishes information on ADOSI~I's inspection
and citation activity on the Internet under the provisions of the Electronic Freedom of Information Act. The
information related to your inspection will be available 30 calendar days after theCitation Issuance Date. You are
encouraged to review the information concerning your establishment at www.osha.gov. If you have any dispute
with the accuracy of die information displayed, please contact this office.

Citation and NotiEcation of Penalty Page 5 of 8 ADAH-i(Rev. 5/02)

THE INDUSTRIAL COMMISSION compLrE,s WITH THE AMERICANS WITH DISABILITIES ACT OF 1990. IF YOU NEED THIS
DOCUMENT IN ALTERNATIVE FORMAT, CONTACT SPECLA.LSERWCES AT (602) 542-5991.
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ABATEMENT CERTIFICATION

A.A.C. R20-5-627 requires employers to certify to ADOSH, in writing, the abatement of all cited conditions, with
the exception of those conditions observed abated by the compliance officer during the course of the inspection.
This form is provided to assist you in complying with the abatement certification requirements. Note: For
violations classified as willful, repeat or serious, abatement documentation (i.e. photographs, invoices, training
records, etc.) must also accompany this certification form.

Arizona Public Service Company
400 n. 5th Street
Phoenix, AZ 85004

The hazard referenced in Inspection Number
Citation and Item was corrected on
(Specifv Action Taken)

for the violation identified as

by

The hazard referenced in Inspection Number
Citation and Item was corrected on
(Specifv Action Taken)

for the violation identified as

by

for the violation identified as

by

The hazard referenced in Inspection Number
Citation and Item was corrected on
(Specify Action Taken) u

The hazard referenced in Inspection Number
Citation and Item was corrected on
(Specifv Action Taken)

for the violation identified as

by

The hazard referenced in Luspecdon Number
Citation and Item was corrected on
(Specifv Action Taken)

for the violation identified as

by

I attest that the information contained in this document is accurate and that the affected employees and their
representatives have been informed of the abatement activities described in this certification.

Signature

Typed or Printed Name

Citation and Notification of Penalty Page 4of 8 ADOSH-2(Rev. 5/02)

THE INDUSTRIAL COMMISSION compLiEs WITH THE AMERICANS WITH DISABILITIES ACT OF 1990. IF YOU NEED THIS
DOCUMENT IN ALTERNATIVE FORMAT, CONTACT SPECIAL SERVICES AT (602) 542-5991 .



Citation and Notification of Penalty

Industrial Commission of Arizona

Company Name:
Inspection Site:

Division of Occupational Safety and Health

29 CFR 19l0.269(a)(3): Existing Conditions: Easting conditions related to the safety of the work to be performed

were not determined before work on or near electric lines or equipment was started.

Citation 1 Item 1

(a) Saguaro Switch Yard, Red Rock, AZ: Existing hazardous conditions related to the work being
performed on the high voltage lines and equipment were not thoroughly evaluated before allowing
employees to work in these areas such as the induced voltage from the 500kV lines that ran parallel to
APS's deenergiwd lines, the static electrical energy and the stored energy in the Coupled Capacitor
Voltage Transformer's (CCVT's).

; ~

By
194448834

Pinnacle West Capital Corporation db
Arizona Public Service Company
Saguaro Switchyard M/P 288 on 1-10, Red Rock, AZ

Type of Violation:
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Serious

'be 5:25111

Inspection Number: 312836141
Inspection Dates: 12/02/2008-04/21/2009
Issuance Date: 05/28/2009
CSHO ID: A9339

85245
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See pages 1 through 4 of this Citation and Notification of Penalty for information on employer and employee rights and responsibilities.
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Citation and Notification of Penalty
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Page 5 of 8 ADOSH-2 (Rev. 9/93)
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Company Name:
Inspection Site:

Industrial Commission of Arizona
Division of Occupational Safety and Health

29 CFR 1910.269(c): Job Briefing: The employer did not ensure that the employee in charge conducted a job
briefing with the employees involved before they started each job. The briefing did not cover at least the following
subjects: hazards associated with the job, work procedures involved, special precautions, energy source controls,
and personal protective equipment requirements.

Citation andNotification of Penalty

Ci tat ion 1 I tem 2 Type of Violation:

(a) Saguaro Switch Yard, Red Rock, AZ: The Foreman in charge of the high voltage 2nd Phase work,
specifically the Switch and Insulator Repair, did thoroughly brief the exposed employees on the hazards
associated with their job, energy source controls or the personal protective equipment required for Work
Order #W440155 on 12/1-2/2008.

(b) Saguaro Switch Yard, Red Rock, AZ: The Foreman in charge of the high voltage 3rd Phase work,
specifically the corrosion maintenance of the 2250 MCM cables that connect the Wave Trap to the Coupled
Capacitor Voltage Transformer, did not brief the victim on the hazards associated with the job, work
procedures involved, special precautions, energy source controls, and personal protective equipment
requirements.

' - : - : : : . g a .

- 5 1

. v

Pinnacle West Capital Corporation db
Arizona Public Service Company
Saguaro Switchyard M/P 288 on 1-10, Red Rock, AZ
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Serious

Inspection Number: 312836141
Inspection Dates: 12/M/2008 -04/21/2009
Issuance Date: 05/28/2009
CSHO ID: A9339

85245
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See pages l through 4 of this Citation and Notification of Penalty for information on employer and employee rights and responsibilities.

Citation and Notification of Penalty
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Company Name:
Inspection Site:

Industrial Commission of Arizona

29 CFR, 1910.269 (d)(6)(vii): Lockout/Tagout Application: Before starting work on machines or equipment that
have been locked out or tagged out, the authorized employee did not verify that isolation and reenergizing of the
machine or equipment had been accomplished.

Citation 1 Item 3

Citation and Notification of Penalty

Division of Occupational Safety and Health

Citation 1 Item 4 Type of Violation:

29 CFR, 1910.269(l)(2): Minimum approach distances: The employer did not make sure that no employee
approached or took any conductive object closer to exposed energized parts than is set forth in Table R-6 through
R-10.

(a) Saguaro Switch Yard: An employee was working on the 2250 MCM cables to the 3rd Phase Wave
Trap that connect to Coupled Capacitor Voltage Transformer without inspecting or testing to verify that
the equipment had been De-energized.

Asana

(a) Saguaro Switch Yard: The employer allowed employees to approach and fuzz high voltage lines and
equipment and take conductive equipment such as a non-insulated mar lift, closer than what was allowed
by the minimum distance chart.

5:

8¢~8 9219284
.~:.1

Pinnacle West Capital Corporation db
Arizona Public Service Company
Saguaro Switchyard M/P 288 on 1-10, Red Rock, AZ

Type of Violation:
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Inspection Number: 312836141
Inspection Dates: 12/02/2008 - 04/21 /2009
Issuance Date: 05/28/2009
CSHO ID: A9339
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See pages 1 through 4 of this Citation and Notification of Penalty for information on employer and employee rights and responsibilities .
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Industrial Commission of Arizona

Company Name:
Inspection Site:

Division of Occupational Safety and Health

29 CFR, l910.269(w)(1)(iii), Capacitors: Any line to which capacitors are connected shall be short-circuited before
it is considered De-energized.

Citation and Notification of' Penalty

Citation 1 Item 5 Type of Violation:

(a) Saguaro Switch Yard: An employee was performing work on the 2250 MCM cables that connect the
3rd Phase Wave Trap to the Coupled Capacitor Voltage Transformer (CCVT), and the CoupledCapacitor
Voltage Transformer hadnot been reenergized of it's stored energy, tested for voltage, or grounded prior
to the work.

a
I

Pinnacle West Capital Corporation db
Arizona Public Service Company
Saguaro Switchyard M/P 288 on 1-10, Red Rock, AZ
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Inspection Number: 312836141
Inspection Dates: 12/02/2008 -04/21/2009
Issuance Date: 05/28/2009
CSHO ID: A9339

85245
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Assistant Director

See pages 1 through 4 of this Citation and Notification of Penalty for information on employer and employee rights and responsibilities.
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Snell &Wilmer
LLB

uwo4=l=lces

One Arizona Center

Phoenix, AZ 85004-2202

602.382.6000

602.382.6070 (PHX)

wwwsurlawlraom

u m m

LAS vs<sAs

ORANGE COUNTY

ruosrux

SAIILAKECITY

Tucson

Charles P. Keller
(602) 382-6265

ckeller@swlaw.com June I, 2009

VIA CERTIFIED MAIL
RETURN RECEIPT REQUESTED

Mr. Darin Perkins, Area Director
The Industrial Commission of Arizona
Division of Occupational Safety and Health
800 West Washington Street
P.O. Box 19070
Phoenix, Arizona 85005-9070

Re: Pinnacle West Capital Corporation db
Arizona Public Service Company Ats ADOSH
(Inspection No. A9339-31283614l)

Dear Darin:

Please be advised that Pinnacle West Capital Corporation db Arizona Public Service
Company has retained Snell & Wilmer L.L.P. to represent its interests in the above-referenced
matter. Please direct all future communication and correspondence to my attention. If any
representatives or agents of The Industrial Commission of Arizona wish to discuss this matter
with any present or past employee of Pinnacle West Capital Corporation db Arizona Public
Service Company, please contact me first.

. Please accept this letter as Pinnacle West Capital Corporation db Arizona Public Service
Company's Notice of Contest, pursuant to A.R.S. §23-417. Pinnacle West Capital Corporation
db Arizona Public Service Company wishes to specifically contest each and every citation,
penalty, classification, and abatement date pertaining to the Citation and Notification of Penalty
identified as Inspection No. A9339-312836141 .

Very tnxly yours,

Sw.':LL & wruvfER, LLP

-

< (

Charles P, Keller

CPK:cg
c c : B r u c e  A .  G a r d n e r ,  E s q .
10120909

Snell & Wilmer is a member of LEX MUNDI, The Leading Association of Independent Law Firms.
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